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WESTERN HERITAGE PROPERTIES LIMITED 


To the Shareholders: 


In 1966 total sales of your Company amounted to 
$7,757,036, an increase of $2,665,956 or 52% over 
the total sales of $5,091,080 for 1965. 


The net loss for the year was reduced from $548,745 
to $277,974. Included in the operating costs for the 
current year however were expenses amounting to 
$424,018 consisting of the 1966 cost of the 
Hemlock Farms water system and the advances 
made during the year to subsidize the Lords Valley 
Country Club at Hemlock Farms. In 1965 and 
prior years such expenditures were not charged to 
Operations but were capitalized and carried as 
assets on the balance sheet. Water distribution 
costs and Country Club advances pertaining to prior 
years totalling $670,925 were charged to Deficit 


account during the year. 


Windsor Clay Products Inc. of Hartford, Connecticut 
was closed down on 31st October and placed in 
liquidation. This action was taken because it was 
expected that operating losses would continue for a 
protracted period. The long-term prospects of the 
company had become unsatisfactory because of the 
limited variety of brick capable of production in the 
present plant and the entry upon the local scene of a 


substantial competitor having excess capacity. The 


total loss incurred on the investment in that com- 
pany was $828,435 of which $94,159 was included 
in the net loss for the current year, $261,704 in the 
net loss for 1965 and $472,572 charged to the 


Deficit account in 1966. 


As indicated in the Consolidated Statement of 
Deficit, the shareholders’ equity (based on book 
values) was reduced during the year by $1,010,716. 
This reduction is chiefly attributable to the charges 
of $670,925 on the Hemlock Farms project and the 
balance of the loss on the Windsor Clay Products 


Inc. investment of $472,572 referred to above. 


During 1966 critical analyses in depth of the Com- 
pany’s operations were carried out by consultants at 
the instance of the parent company and principal 
shareholder, Great Northern Capital Corporation 
Limited, borrowings from which company by 
Western Heritage increased from $1,404,278 to 
$3,831,589 during the year. This survey led to the 
decision to liquidate Windsor Clay. It is believed 
that, as a consequence of this action and the 
revision of accounting policies by management re- 
sulting in the write-offs at Hemlock Farms referred 
to above, the Company’s future development will be 
set upon a firmer financial base. However, future 
earnings will depend to a considerable degree upon 
national economic trends in the housing and con- 


struction fields. 


In Canada the year 1966 was characterized by a 
noticeable decline in new housing starts at a time 
when housing needs showed a marked increase. 
The decline reflected a reduction in private mortgage 
lending which in turn reflected the high demand for 
capital resources exerted by other sections of the 
economy. The re-entry of the banks into mortgage 
lending, the new NHA interest rate formula, and the 
degree of investment of Central Mortgage and 
Housing Corporation in house~- construction are 
among the factors which will have a most important 
effect upon the future earnings of the Company. 
The Company’s position in Ontario is further affected 
by a municipal taxation system and by planning 
legislation which are urgently in need of revision if 


housing demands are to be met. 


Your Company’s Western Canadian land sales in 
1966, including River Heights, Saskatoon, in which 
the Company has a 55% interest, were $872,354. 
Ontario sales in Markham and Burlington totalled 
$1,587,912. Inthe U.S.A., lot sales at Hemlock Farms 
aggregated $2,302,685, an increase of 48% over the 
1965 figure. Total land sales (excluding River Heights, 
Saskatoon) for 1966 were $4,476,481, more than 
twice the $2,144,817 reported for 1965. Prospects 
for 1967 land sales are for a year comparable with 
1966. 


In 1966 Diamond Clay Products Limited of 
Burlington, Ontario, contrary to the trend of the 
industry in Ontario, increased its sales by 6% to 
$1,944,038. The Empire Clay plant at Buffalo, N.Y., 
75% owned by Diamond, increased brick sales by 
57% to $511,118 with both volume and quality im- 
proving progressively throughout the year. The 


operating loss of $220,361 for 1966 at Empire was 


expected to be overcome by the end of 1967 as the 
result of an anticipated 50% increase in production 
and sales together with improvement in quality con- 
trol effected by the installation of new capital 
equipment. While these capital improvements were 
carried out, a substantial decline in construction 
activity in New York State in 1967 to date has 


seriously constricted Empire’s sales volume. 


An increase in patronage at The Old Mill Restaurant 
has been noted since the substantial completion of 
construction at the end of 1966 of the neighbouring 
subway station and luxury apartment building per- 
mitting restoration of the normal access roads to the 


restaurant. 


As indicated in Note A to the financial statements, 
your Company continues to rely heavily on the 
financial support provided to it by its chief share- 
holder, Great Northern Capital Corporation Limited. 
For many months Great Northern has been engaged 
in discussions with The Department of National 
Revenue concerning its own liability for income 
taxes. If the result of these negotiations should be 
unfavourable, that company might be unable to 
continue its support to Western Heritage Properties 
Limited and its subsidiaries on the present basis. 
Your directors believe, however, that this problem 


will be resolved in a satisfactory manner. 


The board wishes to express its appreciation to the 
employees of the Company whose continuing loyalty 
during the difficult period through which the Com- 


pany is passing has been most gratifying. 


Ay eka 


- o 


September 13, 1967. President. 


WESTERN HERITAGE PROPERTIES LIMITED 


AND ITS SUBSIDIARY COMPANIES 


Consolidated Statement of Income for the Year Ended December 31, 1966 


(with comparative figures for the year ended December 31, 1965) 


Sales: 


eee ss EE ee ee eek ae De et C- 
Manufacturing and other - - - - - - - - - - = - = - 


Cost of sales: 


Mana(see Note C) -- - - - - = - = = - ==. = + - 
Manufacturing and other - - - - - - - - - - - - = = 


a I a 
Dri ainreet inrong =. = =) = = 9 =) =) eee fim Se ef ee 
REGERINGOINGe ct a Se ee ee Se SONS ees Store ess Gt 


Expenses: 
Operating, selling and administrative (see Note C) - - - - - - - 
Interest: 
Long-term debt- - - - - - - - - - = = 2 = = = 
et Fa Pr ee ce Bs oe ey ty Ay ee 
Depreciation, depletion and amortization - - - - - - - - - - 
Amortization of debt discount and financing expense - - - - - - 


Provision for income taxes - - - - - - - - - = = = = = = 
Minority interest in loss of a subsidiary company - - - - - - - - - 


Adjustment to reflect loss of a subsidiary ay which is in voluntary liquidation 
(see Note B) - - - - - - - oy ei ee, ae = en 


Company's share of net income of a partnership (see Note E) - - - - - 
Operating (loss) for the year - - - - - - - - = = = = = = = 


Amortization of excess of cost of investment in subsidiaries over shoes value of 
their net assets (see Note B) - - - - - - - - ee es es 


Net (loss) forthe year- - - - - - - - - - = = - = - - = 


1966 


$4,476,481 
3,280,555 


7,757,036 


2,333,070 
1,908,242 


4,241,312 


3,515,724 
80,885 
60,885 

3,657,494 


2,634,272 


531,913 
266,102 
289,903 

11,205 


3,733,395 


(75,901) 
1,078 

(76,979) 
4,431 

(72,548) 


94,159 


(166,707) 


61,897 
(104,810) 


173,164 


$ (277,974) 
——— 


4 


The accompanying notes are an integral part of the financial statements. 


1965 


$2,144,817 
2,946,263 
5,091,080 


663,798 
1,698,398 
2,362,196 
2,728,884 

94,853 
44,387 
2,868,124 


2,165,327 


413,218 
203,606 
265,073 

10,538 


3,057,762 


(189,638) 
(189,638) 

59,977 
(129,661) 


242,481 
(372,142) 


(372,142) 


176,603 
$ (548,745) 


—— 


WESTERN HERITAGE 


Assets 
Current: 
Cash 2 ey ei ae ia ee ee ea ea 
Accounts.teceivable: =. = =) 9s "22 6) 2) 7. 2 ee 
Amounts receivable under sale agreements- - - - - - - - - 
Marketable investments—at cost- - - - - - - = = == = 
Inventories: 


Land, at cost, including development Halters of $2, sae 51 ° in 
1966 and $837,146 in 1965 - - - ah ess 3 


Other, at the lower of cost or estimated net realizable value - - - 
Notes and mortgages receivable due within one year - - - - - - 
Prepaid-expenses =) =) a0 '='eah Seams a lo a haere geen ete 


Total cufrentiassets =. 9-0 ee 


Land inventory, at cost, less amount included in current assets - - - - 
Land options (see Note D) == <%=. = <5 < = s = ese & 


Notes and mortgages receivable, less amounts due within one year included in 
Current SSSeOts «= acacia sal oe ne athena ied ge tie ae eaten ek cline nas 


Other assets: 
Investment in a land development partnership (see Note E) - - - - 
Other at COST: ne ei ea ine gh ea eM leas 
Fixed assets (see Note F) - - - - - - - = = = = 2+ + = = 


Unamortized debt discount and expense (accumulated amortization amounts to 
$38,789 in 1966 and $27,584 in 1965) - - - - - - - = - 


Unamortized excess of cost of investment in subsidiary companies over we 
underlying book value of their net assets (see Note B) - - - - 


(Incorporated as a public coi) 


AND ITS SUBSII 
: 


Consolidated Balance 4 


(with comparative figu 


1966 1965 : 


$ 215,723 $ 186,555 


544,981 650,321 
1,806,736 749,355 
— 186,355 


2,592,820 1,193,655 


574,611 543,492 
— 435,600 


90,928 117,178 
5,825,799 4,062,511 


2,945,970 3,336,706 


101,513 93,550 
{ 
149,553 609,756 . 
| 
217.333 155,436 | 
262,612 62,894 


3,903,695 4,927,814 
76,502 87,707 


1,385,313 1,589,423 


$14,868,290 $14,925,797 


rare 


The accompanying notes are an |t 


Long-term debt less current instalments included in 


-ROPERTIES LIMITED 


f under the laws of Ontario) 


RY COMPANIES 


las at December 31, 1966 


| at December 31, 1965) 


Liabilities, Capital Stock and Deficit 


Current: 


Bank loans—secured (see NoteG) - - - - - - - - 
Accounts payable and accrued liabilities - - - - - - 
Mmeome taxes payable- --- - -'- - - += = = = 
Deeerrertiantarastny 20) aceiw ase SS eg ey eee 
Estimated costs to complete subdivisions under development 
Demand notes payable - - - - - - - - - - - 
Current instalments on long-term debt - - - - 


Total current liabilities - - - - - - - 


Due to parent and affiliated companies, including accrued interest- 


MAY Se i ee ee ee Katee is ES 


Minority interest (see Note!) - - - - - - - = - = = 


Contingent liability (see Note L) - - - - - - - - - - 


Capital stock and deficit: 


Capital stock—(see Note J) 
Authorized: 3,000,000 shares without par value 
Issued and fully paid: 1,194,388 shares - - - - - 


Contributed surplus - - - - - - - - - - = 
Deficit—per statement - - - - - - - - - - 
Net shareholders’ equity (deficiency) - - - 


Approved by the Board: 


A. L. Beattie, Director 
Alan J. Scott, Director 


il part of the financial statements. 


current liabilities 


(see 


1966 


$ 915,460 


651,943 
826 
43,507 
1,608,562 
100,000 
530,369 


3,850,667 


3,831,589 


7,218,568 


1 


1,244,388 
7,000 


(1,283,923) 
(32,535) 


1965 


$ 2,022,596 


756,554 

59,682 
285,397 
406,487 
564,147 


4,094,863 


1,404,278 


8,444,043 


4,432 


1,244,388 
7,000 
(273,207) 


978,181 


$14,868,290 $14,925,797 


WESTERN HERITAGE PROPERTIES LIMITED 
AND ITS SUBSIDIARY COMPANIES 


Consolidated Statement of Deficit for the Year Ended December 31, 1966 


(with comparative figures for the year ended December 31, 1965) 


1966 1965 
Deficit at beginning of the year - - - - - - - - - - = - = - = $ 273,207 $103,502 
Add: 
Net losS:for’the year “9 a> 5 a ai a ee ee 277,974 548,745 
Amounts written off (see Note C): 
Prior years’ operating advances to a country club- - - - - - - 433,262 — 
Cost of water distribution system applicable to prior years’ cost of sales - 237,663 _ 
Adjustment to reflect the assumption of indebtedness of an unconsolidated 
subsidiary company (see Note B) - - - - - - - - - = = 472,572 _ 
Investment in affiliated company written off ay dD rat) Um igh ee Wee ee = ~ 6,490 


1,421,471 555,235 


1,694,678 658,737 


Less: 
Gain on sale of investments - - - - - - - - - - = - = = 190,955 — 
Gain on sale of fixed assets - - - - - - - = - = = = = = 60,153 385,530 
Write-off of purchase discrepancy (see Note Kk) ee = =) ee 9 = 159,647 _ 
410,755 385,530 
Deficit at end of the year ee a ly hs eG 


The accompanying notes are an integral part of the financial statements. 


WESTERN HERITAGE PROPERTIES LIMITED 
AND ITS SUBSIDIARY COMPANIES 


Notes to Consolidated Financial Statements 
December 31, 1966 


Note A: 


Approximately 78% of the issued shares of the capital 
stock of the company are owned by Great Northern Capital 
Corporation Limited. The latter company also holds approx- 
imately $2,800,000 of the outstanding 7% Subordinated 
Convertible Debentures and provides management and finan- 
cial support for the company’s operations. For many months 
Great Northern Capital Corporation Limited has been engaged 
in discussions with The Department of National Revenue 
concerning its own liability for income taxes. Should the 
result of these negotiations be completely unfavourable, Great 
Northern Capital Corporation Limited might be unable to 
continue its support to Western Heritage Properties Limited 
and its subsidiaries in the present manner. 


Note B: 


In the accompanying financial statements the accounts 
of the company have been consolidated with those of its 
subsidiary companies except for one subsidiary company 
which has ceased operations and is in the process of voluntary 
liquidation. The consolidated statement of income reflects 
the loss of that subsidiary company for the current year only 
to the extent that it eliminates the company’s investment in 
the subsidiary. As the assets of the subsidiary are not suffi- 
cient to meet its liabilities the company was required under an 
agreement of guarantee to assume the indebtedness of this 
subsidiary to the parent company of Western Heritage Proper- 
ties Limited. The assumption of this indebtedness of $472,572 
has been recorded by a charge to the deficit account. 


In 1965 the company adopted a policy of amortizing the 
excess of the cost of investment in subsidiary companies over 
the underlying book value of their net assets at dates of 
acquisition, over a ten-year period on a straight-line basis. 
Amortization charged for the year ended December 31, 1966 
was $173,164 and accumulated amortization to date amounts 
to $349,767. 


Note C: 


During the year the water distribution system of a land 
development project, which was previously carried in the 
fixed assets, was dedicated in trust for the benefit of the com- 
munity. Accordingly the amount previously carried in fixed 
assets, as well as additional charges during the year, have been 
allocated as follows: $304,501 pertaining to lots sold during 


the year was charged to the current year’s cost of sales, 
$237,663 pertaining to lots sold in previous years was 
charged to deficit account, and $266,282 pertaining to land 
as yet unsold was included in land inventory. 


Also during the year all operating advances to a country 
club at a land development project were written off. This has 
resulted in a charge to deficit account of $433,262 for prior 
years’ advances while current year’s advances amounting to 
$119,517 have been charged to operating, selling and ad- 
ministrative expense in the accompanying statement of income. 


Note D: 


A subsidiary company has options to purchase a total of 
1,049 acres of land at prices varying from $300 to $1,200 per 
acre. The amount required to exercise all the options after 
deducting recoverable option payments of $99,725 is 
$451,712. 


Note E: 


The company’s 55% interest in a land development 
partnership is carried at cost plus the company’s share of 
profits less losses since acquisition. 


Note F: 
Fixed assets, at cost, consist of the following: 
1966 1965 
Land and landimprovements - $ 271,617 $ 312,151 
Buildings@e-we = Se -hoes 15311,038') 1659/3779 
Machinery and equipment - 2,576,020 2,843,901 
Country club and golf course 
facilities - - - - - - 1,081,827 880,493 
Clay deposit and peat moss bog 467,629 466,201 
Water system (see Note C) - — 377,957 
5,708,131 6,540,082 
Less accumulated depreciation, 
depletion and amortization - 1,804,436 1,612,268 


$3,903,695 $4,927,814 
Note G: 


Assets having a book value in excess of the bank indebted- 
ness have been pledged as collateral against this liability. 


Note H: 
Long-term debt consists of the following: 


1966 1965 
Western Heritage Properties 
Limited: 
5% note due 1968 - - - $ 100,000 $ 100,000 
6% mortgage due 1967 and 

VOCS eee ee 40,540 52,340 
6%% mortgage due 1967 to 

TOZOLE caw ee Vai ia cain 335,580 486,486 
7% subordinated convertible 

debentures Series A due 

June 30,1973- - - - 4,239,400 4,239,400 
Miscellaneous mortgages - 40,192 79,378 

4,755,712 4,957,604 
Subsidiary companies: 
2%% mortgage due 1967 to 

1977) 2. naa. ee oe 97,297 97,297 
5% notesdue1966 - - - _ 24,628 
5% mortgages due 1967 - 89,800 92,400 
5%% mortgages due 1970 - 20,000 20,000 
6% notedue1968 - - - 21,622 21,621 
6% mortgages due 1967 to 

OTT? aes Pareto =i COLO OS MeO ail 2 
6% first mortgage bonds due 

$100,000 on March 31 of 

each year 1967 to 1971 - 500,000 600,000 
7% mortgages due 1967, 

1969 and1970 - - - 259,493 293,949 
7%% mortgage due 1971 - 251,369 500,000 
7%% mortgage due 1969 - 102,140 — 

8% mortgages due 1969 and 

1970 - - - - = - 285,000 285,000 
Miscellaneous mortgages - 13,651 14,610 
Priority creditors - - - - — 380,061 
Unsecured creditors- - - _ 323,308 

2,993,225 4,050,586 

Total long-term debt - - - 7,748,937 9,008,190 
Less current instalments 

included in current liabilities 530,369 564,147 

$7,218,568 $8,444,043 


The 7% debentures have been issued under a trust 
indenture and are redeemable at the option of the company in 
whole or in part at 103%% of the principal amount up to and 
including June 30, 1967 and at decreasing premiums there- 
after prior to maturity plus accrued interest to the date of 
redemption. The debentures are convertible at the option of 
the holder into shares in the capital of the company at $3 per 
share prior to redemption or maturity. 


Note I: 

Minority interest in subsidiary companies is carried at a 
nominal value of $1 due to the capital deficiencies of these 
companies. : 


Note J: 
The following shares are reserved for issue: 
1966 1965 
(i) Upon conversion of the 7% 
subordinated convertible de- 
bentureS«- = = i- ~ = 1,413)133) T4iess 
(ii) Upon exercise of share pur- 
chase warrants giving the 
right to subscribe at $3.50 
per share to June 30, 1973 270,000 270,000 
(iii) Upon exercise of options under 
the company’s stock option 
plan: 
$1 per share exercisable at 
the rate of 10,000 shares 
annually to 1968 and 
2,100 shares to February 
at OQ) ve tan her aes 22,100 33,100 
$2 per share exercisable at 
the rate of 500 shares 
annually to March 15, 
1970- - - - - - 2,000 2,000 
1,707,233 1,718,233 


Note K: 

The original cost of the company’s investment in one of 
its consolidated subsidiaries was less than the proportionate 
book value of the assets purchased as a going concern. In 
line with the company’s policy this difference was being 
amortized over a period of ten years. Since the assets 
acquired are considered to be worth at least their book value 
and since losses of the subsidiary in excess of the difference 
paid have been incurred and reflected in the consolidated 
statements of income and deficit the unamortized balance of 
$159,647 at January 1, 1966 has been credited to deficit 
account. 


Note L: 

The company is contingently liable for sale agreements 
discounted in the approximate amount of $1,638,500 and 
mortgage loans in the amount of $40,959 as at December 31, 
1966. 


Under an agreement dated June 1, 1966 a subsidiary 
company has guaranteed certain indebtedness of affiliated 
companies in the amount of $1,100,000 and as collateral for 
such guarantees has pledged its outstanding sale agreements, 
has given a general assignment of its book debts and has 
granted a first floating charge on ail of its assets and 
undertaking. 


Note M: 

U.S. dollar amounts included in the financial statements 
are converted into Canadian dollars at the official rate of 
exchange which approximates the current rate of exchange at 
December 31, 1966. 


Auditors’ Report 


To the Shareholders of 
WESTERN HERITAGE PROPERTIES LIMITED: 


We have examined the consolidated balance sheet of Western Heritage Properties 
Limited and its consolidated subsidiary companies as at December 31, 1966 and the 
consolidated statements of income and deficit for the year ended on that date. Our 
examination included a general review of the accounting procedures and such tests of 
the accounting records and other supporting evidence as we considered necessary in 


the circumstances. 


Subject to the possible effect of the outcome of the negotiations referred to in 
Note A, in our opinion the accompanying consolidated balance sheet and consolidated 
statements of income and deficit present fairly the financial position of the companies 
as at December 31, 1966 and the results of their operations for the year ended on that 
date, in accordance with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year except for the changes explained in notes C 


and K to the financial statements. 


Toronto, Canada, CLARKSON, GORDON & CO. 
September 5, 1967. Chartered Accountants. 
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TORONTO 18, ONTARIO 


DIVISIONS AND SUBSIDIARIES 


Hemlock Farms Western Heritage Properties (Ontario) Limited 
Lords Valley 35 Old Mill Road 
Hawley, Pennsylvania Toronto, Ontario 
Diamond Clay Products Limited Empire Clay Products Inc. 
#5 Highway Route 240 
Burlington, Ontario West Falls, N.Y. 


Canarama Western Limited 


2000 Oak St. 
Sherwood Park, Alberta 


The Old Mill Limited 


35 Old Mill Road 
Toronto, Ontario 
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